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ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

January 1$, 1921 

(The Date Refers to the Day of Final Revision) 



I 



the general downward movement will be prolonged 
beyond April 1921. 

Judging from the movement of outside bank clear- 
ings in pre-war periods of liquidation, the decline in the 
volume of business lasted from n to 13 months. In 
1920 the high point of outside clearings, corrected for 



The Index 

N December curve B, representing business, again 
declined, though less sharply than in October and 
November. As was the case last month, the change is 
due principally to the fall of wholesale prices, although 
corrected outside clearings also declined. Bradstreet's 
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INDEX CHART. The items locating curves A, B, and C all refer to compUit calendar months and the points are plotted in the middle of the spaces allotted to the months. 
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Explanation: Each of the three curves on the Index Chart is obtained by 
averaging a group of statistical series, each group being composed of series 
homogeneous in character; i.e., when corrected for the seasonal influence 
and normal growth, the series of each group move in the same direction (up- 
ward or downward) at the same time. The series were all expressed in com- 
parable units before averages were taken. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The rise of curve A, representing speculation, between February and 
October 1010 forecasted the rise of curve B, representing business, which took 
place between April 1010 and March 1920. Low interest rates, curve C, 
facilitated expansion of both speculation and business until the federal re- 

index number for January i was $12.66, a drop of 7 per 
cent from the figure for December 1. Compared with 
the 13 per cent recession in November, this indicates a 
distinct slowing-up in the downward trend of com- 
modity prices. 

In pre-war business cycles the fall of wholesale prices 
in times of business recession, according to Bradstreet's 
index, lasted from 15 to 18 months. The great violence 
of the decline of the last 8 months, however, makes it 
appear unlikely that the recession of prices now in 
progress will continue beyond the shorter interval, 15 
months. Fifteen months from the date of the high 
record for Bradstreet's index, February 1, 1920, brings 
us to May 1, 192 1. It is improbable, therefore, that 



serve banks, in November 1919, inaugurated their policy of increasing 
rediscount rates. 

The persistent decline of curve A and the equally persistent rise of curve 
C, both movements beginning in November 1919, forecasted that a decline of 
business activity and commodity prices, curve B, would be inaugurated in 
the spring of 1920. In fact business unsettlement was noticeable in April 
and it has increased since that month while various indices of commodity 
prices have receded since May. The existence of the federal reserve system 
and the action of the banks in increasing rates and restricting credit made 
it appear very unlikely that the business readjustment indicated by the 
index chart would be accompanied by a financial panic. At this writing, 
we have passed the time in the business cycle when a financial panic would 
have occurred, if we were to have one. 

Finally, the decline of curve C and the horizontal movement of curve A, both 
beginning in July 1920, indicate that the recession of business, curve B, now in 
Progress will end in April 1921. The immediate prospect for the next three 
months is a slowing down in the decline of wholesale commodity prices, an 
easier money market, and increasing security prices. 



seasonal variation, was in March and there has been a 
fairly steady decline since that month. Counting n to 
13 months from March 1920 we get the dates Febru- 
ary-April 192 1 as the probable time of completion of 
the phase of the business cycle — industrial crisis and 
liquidation of commodities — now in progress. The 
data supporting our forecast of October 15 "that the 
recession of business, curve B, now in progress will end 
in April 1921 " are given in the accompanying table. 

The nature of the period of business revival following 
the present period of liquidation will probably depend 
upon the course taken by short-time interest rates, 
curve C. If we are to have a marked revival in business 
we must first have a considerable decline in rates on 
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commercial paper; and a revival in business can 
scarcely develop into a boom unless we have a period of 
easy money lasting a year or more. 

Elapsed Time and Extent of Declines of Wholesale 
Commodity Prices and Outside Bank Clearings dur- 
ing Pre-War Periods oe Liquidation. 



Dates of maxima 



Subsequent dates 

Of minima 



Per cent of 

decline 



Bradstreet's Indices of Commodity Prices 



Mar. i, 1903 


July 1, 1904 


16 mos. 


6.2 


Mar. 1, 1907 


June 1, 1908 


15 mos. 


15-4 


June 1, 1910 


May 1, 191 1 


16 mos. 


8-3 


Dec. 1, 1912 


June 1, 1914 


18 mos. 


9-7 


Feb. i, ig20 


( May 1, ig2i 
\ Aug. 1, ig2i 


15 mos. 
18 mos. 


39-3* 



Bank Clearings Outside New York City f 



July 1903 


July 1904 


12 mos. 


8.0 


Jan. 1907 


Dec. 1907 


11 mos. 


26.7 


Mar. 1 910 


Apr. 191 1 


13 mos. 


7.8 


Oct. 1912 


Nov. 1913 


13 mos. 


8.1 


Mar. ig20 


[Feb. ig2i 
\ Apr. ig2i 


11 mos. 
13 mos. 


16.8 % 



* Percentage decline from February 1, 1920 to January 1, 1921. 

t Corrected for seasonal movement. 

t Percentage decline from March 1920 to December 1920. 

Business 

The volume of business, as measured by bank clear- 
ings outside New York City, which in the past gener- 
ally increased about 3 per cent in December, was this 
year only about one, per cent above the November 
figure. In December clearings of the New England and 
middle states increased more than the average seasonal 
amount while those of the southern and western states 
declined considerably. The following table gives a 
comparison of the actual bank clearings for various 
sections in December with those of March, the high 
record month. This year outside clearings fell about 12 
per cent although December clearings are usually 6 per 
cent above those for March. 

For some commodities, such as hides and textiles, 
liquidation appears to have about run its course, 

Outside Clearings: Actual Figures 
(Unit: $1,000,000) 

Ratio of 
Section March December Dec. to Mar. 

Middle * 3,871 3,971 102.5 

New England 1,852 1,771 95.6 

Middle West 5,468 4,579 83.7 

Pacific 1,810 1,721 95.1 

Other West 2,722 2,003 73-° 

Southern 3,185 2,698 84.7 

Total 18,908 16,743 88.3 

* Excluding New York City. 



although some further minor readjustments between 
complementary lines may be necessary; in others, such 
as non-ferrous metals and grains, the process seems to be 
nearly complete; but the prices of certain commodities, 
notably building materials, furniture, and coal, are as 
high as they were a year ago, and therefore such prices 
are out of line with basic conditions. We therefore 
expect further significant price recessions in some lines 
before spring. 

Evidences of reviving confidence are appearing in 
those fines where liquidation has made most progress. 
Retailers, in some sections at least, report an encourag- 
ing response to recent price reductions, and that their 
stocks are not above normal. There are indications 
that the deadlock of recent months is gradually passing, 
although buying in both wholesale and retail markets 
will doubtless be cautious for several months to come. 

Speculation 

The volume of sales on the New York Stock Exchange 
has run a little lower during the first weeks of January 
than in December, but the average per day is still over 
900,000 shares. Prices of all kinds of securities, as 
shown by Dow, Jones & Co.'s averages, have continued 
the improvement which began during the last third of 
December, the greatest gains being made by the indus- 
trial issues, both stocks and bonds. 

These gains have not been wholly due to a discounting 
of expected business revival. There has apparently 
been considerable re-buying by those who sold earlier to 
record losses for tax purposes, a moderate amount of 
buying for investment, especially of bonds, and some 
trading on the prospect of lower rates for call money — 
an expectation which has since been fulfilled. It is 
probable, moreover, that speculative interests have 
been trying to extract what comfort they could from 
the recent activities of Congress. Nevertheless, the 
greater buoyancy of the industrial issues seems to in- 
dicate that the recent trend of security prices is, in 
considerable degree, a reflection of reviving business 
confidence — a feeling we believe to be justified. 

Banking 

In general, banking developments continue to be in 
the right direction. The reserve ratio of the combined 
federal reserve banks has increased each week since 
December 23, while total bill holdings have declined. 
With the exception of Dallas, the districts that have 
been relatively large borrowers have improved their 
position. The commercial paper rate is now 7I per 
cent with a downward tendency; call money is quoted 
at 6 per cent, with transactions reported on consider- 
ably better terms; and time money, at 7 per cent, is lower 
than for many months. This tendency towards easier 
money rates will probably continue as the liquidation 
of the slow loans now held by the banks proceeds. 
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